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Oil and economy in Mexico, 1900 By Mar Rubio Universitat Pompeu Fabra, Department of Economics and Business (Barcelona, Spain) This brief essay reviews the big picture of oil and economy in Mexico from 1900 to 1938. The first section displays the figures of production at the world level and places
Mexico within this framework. The second section look at the Mexican economy of the first quarter of the century followed by a third section on the importance of the oil sector in terms of trade and fiscal income. The last section reviews the view of the contemporaries over the development of the oil industry in this period.
World's oil production at the start of the 20 th century
It is considered that the modern oil industry began when the first commercially producing well was drilled in Titusville, Pennsylvania, (United States) in 1859. From the very beginning the United States were to be major players in the world's production and consumption of the new energy. 1900 1902 1904 1906 1908 1910 1912 1914 1916 1918 1920 1922 1924 1926 1928 1930 1932 1934 1900 1902 1904 1906 1908 1910 1912 1914 1916 1918 1920 1922 1924 1926 1928 1930 1932 1934 1900 1902 1904 1906 1908 1910 1912 1914 1916 1918 1920 1922 1924 1926 1928 1930 1932 1934 1936 1938 Argentina Brazil Chile Colombia Mexico Venezuela
Source: elaborated from data by (A.A. Hofman, 2000) , pp.156-157. Latin American average refers to the average GDP per capita of the 6 countries referred.
Mexican growth performance during this period is described as high but yet unstable.
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Mexicans commenced the twentieth century with the third biggest GDP per capita of Latin America. Nevertheless, between 1914 and 1920, the foreign enclaves, especially the oil industry, stood out as islands of prosperity in the sea of destitution caused by the Mexican Revolution. 6 The oil industry and the revival of mining in the 1920s
helped to soften the immediate economic hardship of 'the revolution that overthrew Díaz which was followed by counter-revolution (1913), a counter-counter revolution (1913/14), a civil war (1914 -1917) ,a successful coup against the first constitutional president (1920), two more bouts of civil war (1923/24 and 1926 -1929) , multiple filed coups (1920, 1921, 1922, 1927) , and a presidential assassination ( 
Oil in the Mexican Economy
At the turn of the 20 th century, oil in Mexico was not yet a major item of international trade and investment, neither a crucial source of power nor the object of bitter economic and political competition that it will become. For most people, chapopote
was not more than a local curiosity or a local resource for fishermen and furnituremakers. Chapopote was the indigenous word for asphalt. It was used as a form of varnish or to waterproof boat bottoms. Engineers improvised the technology required to tame the well: three million barrels of oil spewed into the surrounding countryside, devastating the fields over the 60 days before it was capped. From the perspective of the early literature, the accidents were justifiable; thanks to them, Mexican oil potential became known to the world. One can assume they were the cost incurred for the early development of the industry.
Considering that the oil wasted in both accidents almost equalled the actual amount exported in those years, the cost acquires its full dimension. Waste was not yet a worry. This attitude slowly changed, partly due to the nationalism arising from the Revolution, and also to the increasing economic importance of oil for Mexico. 1901 1903 1905 1907 1909 1911 1913 1915 1917 1919 1921 1923 1925 1927 1929 1931 1933 1935 1937 Sources: Rubio, M., ' As mentioned above, during the early days of the twentieth century Mexico was following the pattern of a typical export economy, which depended upon increasing exploitation of natural resources with cheap labour and foreign capital and technology to expand production for overseas markets.
On the fiscal side, due to the small amount of oil produced for the first decade of exploitation (a maximum of 10 thousand barrels), the government did not bother to
give it any special tax treatment until 1912. 1901 1902 1903 1904 1905 1906 1907 1908 1909 1910 1911 1912 1913 1914 1915 1916 1917 1918 1919 1920 1921 1922 1923 1924 1925 1926 1927 1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 ' It is not enough that the land of our birth contains inexhaustible treasures and that our soil is fertile; it is also necessary to know how to take advantage of those resources and not to dissipate them on behalf of foreign nations…'.
14 '[…]it will be possible to develop the exploitation of the natural resources that these territories contain in immense quantities and variety […] in some other more prosperous time'.
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The first statement already shows the incipient nationalism regarding resource exploitation. Even if the resources were inexhaustible, the key was how to take advantage nationally. The second one points at a possible conservation strategy, waiting for better times for using the resources, which implicitly indicates a concern for future generations.
As would occur again in the 1970s, the forecasts in 1917 were over-optimistic. The potential estimated production was 200 million barrels per annum. 'Fortunately, the economic conditions of the Nation can be rapidly transformed by oil exploitation when we achieve a wide internal consumption […] we shall be able to avoid the present lack of affordable fuel by having unlimited quantities, which has been so far the main obstacle to all our growth attempts.
In summary: to be profitable for the country our oil industry should endeavour, by all possible means, to use all of its production within the country in order to increase our means of transport and to develop national industry and agriculture'.
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The path towards economic success was through affordable energy for the country.
Contrary to what happen in other Latin American countries (i.e. Venezuela),
Mexico wanted to take advantage of oil as a source of energy within the country from the very beginning.
These ideals received their most famous -though not necessarily their most efficacious-assertion in the 1917 Constitution in which Article. 27 stated that:
'The Nation shall at all times have the right to impose on private property such limitations as the public interest may demand, as well as the right to regulate the utilisation of natural resources which are susceptible of appropriation, in order to conserve them and to ensure a more equitable distribution of public wealth'
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Conservation and distribution issues were at the core of the article that would provide the constitutional basis for the oil expropriation. 20 However, the immediate postrevolutionary governments maintained a hands-off policy with regard to American profit but for the salvation of a society. In addition, the companies were accused of hiding profits. 27 The companies were said to be distorting information about their profit margins in order to evade taxes. They were not only exhausting Mexican oil, but also going away without paying any compensation.
The economic literature dedicated to this period focuses on the development of the industry and to the somehow difficult relationships established between the foreign companies and the government. 28 More specific concerns in the Mexican case are the role of the workers and to the links between oil and the Revolution. 29 The different perspectives taken from inside and outside the country are readily observable within this early period. From the foreigners' perspective, the companies were responsible for the development of the country's market for the use of fuel, converting the economy to this modern source of industrial energy; for the expansion of production and refining of petroleum products for exports and for the overall improvement of the financial situation of the country and the generation of infrastructure. Nonetheless, the hosts did not view the petroleum industry developed by foreigners as an unmitigated blessing. They accused the wealthy companies of financing reactionary political movements, dividing and repressing the workers, extracting the nation's non-renewable resources, and subordinating domestic needs to the international interest, making huge profits in the process. 30 The controversy turned to a different issue after 1938. The literature on the causes, justification, process and consequences of expropriation-nationalisation is, by far, the largest among that dedicated to the Mexican oil industry. 31 From the American side, 'the expropriation' has no causes, no economic justification and terrible consequences for the Mexican economy. 32 The long and laborious process to reach a final settlement between the government and the companies also contributed to additional material in the literature. 33 But for many years afterwards, Mexican oil occupied an anonymous position within the country's literature, barely mentioned outside PEMEX's regular reports to the government and the nation. If oil did reappear as a topic from time to time, it was just in reappraisals of the nationalisation. 34 Mexico, which started the 20 th century as a giant in the oil industry, only reappeared as an oil producer in the last quarter of the century.
